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§2560.502-1 Requests for enforcement
pursuant to section 502(b)(2).

(a) Form, content and filing. All re-
quests by participants, beneficiaries,
and fiduciaries for the Secretary of
Labor to exercise his enforcement au-
thority pursuant to section 502(a)(5), 29
U.S.C. 1132(a)(5), with respect to a vio-
lation of, or the enforcement of, parts
2 and 3 of title | of the Employee Re-
tirement Income Security Act of 1974
(the Act) shall be in writing and shall
contain information sufficient to form
a basis for identifying the participant,
beneficiary, or fiduciary and the plan
involved. All such requests shall be
considered filed if they are directed to
and received by any office or official of
the Department of Labor or referred to
and received by any such office or offi-
cial by any party to whom such writing
is directed.

(b) Consideration. The Secretary of
Labor retains discretion to determine
whether any enforcement proceeding
should be commenced in the case of
any request received pursuant to para-
graph (a) of this section, and he may,
but shall not be required to, exercise
his authority pursuant to section
502(a)(5) of the Act only if he deter-
mines that such violation affects, or

such enforcement is necessary to pro-
tect claims of participants or bene-
ficiaries to benefits under the plan.

[43 FR 50175, Oct. 27, 1978]

§2560.502c-2 Civil penalties under sec-
tion 502(c)(2).

(a) In general. (1) Pursuant to the au-
thority granted the Secretary under
section 502(c)(2) of the Employee Re-
tirement Income Security Act of 1974,
as amended (the Act), the adminis-
trator (within the meaning of section
3(16)(A)) of an employee benefit plan
(within the meaning of section 3(3) and
§2510.3-1, et seq.) for which an annual
report is required to be filed under sec-
tion 101(b)(4) shall be liable for civil
penalties assessed by the Secretary
under section 502(c)(2) of the Act in
each case in which there is a failure or
refusal to file the annual report re-
quired to be filed under section
101(b)(4).

(2) For purposes of this section, a
failure or refusal to file the annual re-
port required to be filed under section
101(b)(4) shall mean a failure or refusal
to file, in whole or in part, that infor-
mation described in section 103 and
§2520.103-1, et seq., on behalf of the plan
at the time and in the manner pre-
scribed therefor.

(b) Amount assessed. (1) The amount
assessed under section 502(c)(2) shall be
determined by the Department of
Labor, taking into consideration the
degree or willfulness of the failure to
file the annual report. However, the
amount assessed under section 502(c)(2)
of the Act shall not exceed $1,000 a day,
computed from the date of the admin-
istrator’s failure or refusal to file the
annual report and, except as provided
in paragraph (b)(2) of this section, con-
tinuing up to the date on which an an-
nual report satisfactory to the Sec-
retary is filed.

(2) If upon receipt of a notice of in-
tent to assess a penalty (as described in
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paragraph (c) of this section) the ad-
ministrator files a statement of reason-
able cause for the failure to file, in ac-
cordance with paragraph (e) of this sec-
tion, a penalty shall not be assessed for
any day from the date the Department
serves the administrator with a copy of
such notice until the day after the De-
partment serves notice on the adminis-
trator of its determination on reason-
able cause and its intention to assess a
penalty (as described in paragraph (g)
of this section).

(3) For purposes of this paragraph,
the date on which the administrator
failed or refused to file the annual re-
port shall be the date on which the an-
nual report was due (determined with-
out regard to any extension for filing).
An annual report which is rejected
under section 104(a)(4) for a failure to
provide material information shall be
treated as a failure to file an annual re-
port when a revised report satisfactory
to the Department is not filed within
45 days of the date of the Department’s
notice of rejection.

A penalty shall not be assessed under
section 502(c)(2) for any day earlier
than the day after the date of an ad-
ministrator’s failure or refusal to file
the annual report if a revised filing sat-
isfactory to the Department is not sub-
mitted within 45 days of the date of the
notice of rejection by the Department.

(c) Notice of intent to assess a penalty.
Prior to the assessment of any penalty
under section 502(c)(2), the Department
shall provide to the administrator of
the plan a written notice indicating
the Department’s intent to assess a
penalty under section 502(c)(2), the
amount of such penalty, the period to
which the penalty applies, and the rea-
son(s) for the penalty.

(d) Waiver of assessed penalty. The De-
partment may waive all or part of the
penalty to be assessed under section
502(c)(2) on a showing by the adminis-
trator that there was reasonable cause
for the failure to file the annual report.

(e) Showing of reasonable cause. Upon
issuance by the Department of a notice
of intent to assess a penalty, the ad-
ministrator shall have 30 days from the
date of the service of notice, as de-
scribed in paragraph (i) of this section,
to file a statement of reasonable cause
for the failure to file a complete an-

29 CFR Ch. XXV (7-1-99 Edition)

nual report or why the penalty, as cal-
culated, should not be assessed. A
showing of reasonable cause must be
made in the form of a written state-
ment setting forth all the facts alleged
as reasonable cause. The statement
must contain a declaration by the ad-
ministrator that the statement is made
under the penalties of perjury.

(f) Failure to file a statement of reason-
able cause. Failure of an administrator
to file a statement of reasonable cause
within the 30 day period described in
paragraph (e) of this section shall be
deemed to constitute a waiver of the
right to appear and contest the facts
alleged in the notice, and such failure
shall be deemed an admission of the
facts alleged in the notice for purposes
of any proceeding involving the assess-
ment of a civil penalty under section
502(c)(2). Such notice shall then become
a final order of the Secretary, within
the meaning of §2570.61(g).

(g) Notice of the determination on state-
ment of reasonable cause. (1) The Depart-
ment, following a review of all the
facts alleged in support of a complete
or partial waiver of the penalty, shall
notify the administrator, in writing, of
its intention to waive the penalty, in
whole or in part, and/or assess a pen-
alty. If it is the intention of the De-
partment to assess a penalty, the no-
tice shall indicate the amount of the
penalty, not to exceed the amount de-
scribed in paragraph (c) of this section.

(2) Except as provided in paragraph
(h) of this section, a notice issued pur-
suant to this paragraph indicating the
Department’s intention to assess a pen-
alty shall become a final order, within
the meaning of §2570.61(g), 30 days after
the date of service of the notice.

(h) Administrative hearing. A notice
issued pursuant to paragraph (g) of this
section will not become a final order,
within the meaning of §2570.61(g), if,
within 30 days from the date of service
of the notice, an answer, as defined in
§2570.61(c), is filed in accordance with
§2570.62.

(i) Service of notice. (1) Service of no-
tice shall be made either:

(i) By delivering a copy to the admin-
istrator or representative thereof;

(ii) By leaving a copy at the principal
office, place of business, or residence of
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the administrator or representative
thereof; or

(iii) By mailing a copy to the last
known address of the administrator or
representative thereof.

(2) If service is accomplished by cer-
tified mail, service is complete upon
mailing. If done by regular mail, serv-
ice is complete upon receipt by the ad-
dressee.

(J) Liability. (1) If more than one per-
son is responsible as administrator for
the failure to file the annual report, all
such persons shall be jointly and sever-
ally liable with respect to such failure.

(2) Any person against whom a civil
penalty has been assessed under sec-
tion 502(c)(2) pursuant to a final order,
within the meaning of §2570.61(g), shall
be personally liable for the payment of
such penalty.

(k) Cross-reference. See §§82570.60
through 2570.71 of this chapter for pro-
cedural rules relating to administra-
tive hearings under section 502(c)(2) of
the Act.

[54 FR 26894, June 26, 1989]

§2560.502i-1 Civil penalties under sec-
tion 502(i).

(@) In general. Section 502(i) of the
Employee Retirement Income Security
Act of 1974 (ERISA or the Act) permits
the Secretary of Labor to assess a civil
penalty against a party in interest who
engages in a prohibited transaction
with respect to an employee benefit
plan other than a plan described in sec-
tion 4975(e)(1) of the Internal Revenue
Code (the Code). The initial penalty
under section 502(i) is five percent of
the total ‘“‘amount involved” in the
prohibited transaction (unless a lesser
amount is otherwise agreed to by the
parties). However, if the prohibited
transaction is not corrected during the
““‘correction period,” the civil penalty
shall be 100 percent of the ‘‘amount in-
volved” (unless a lesser amount is oth-
erwise agreed to by the parties). Para-
graph (b) of this section defines the
term ‘““‘amount involved,” paragraph (c)
defines the term ‘‘correction,” and
paragraph (d) defines the term ‘‘correc-
tion period.”” Paragraph (e) illustrates
the computation of the civil penalty
under section 502(i). Paragraph (f) is a
cross reference to the Department’s

§2560.502i-1

procedural rules for section 502(i) pro-
ceedings.

(b) Amount involved. Section 502(i) of
ERISA states that the term ‘‘amount
involved” in that section shall be de-
fined as it is defined under section
4975(f)(4) of the Code. As provided in 26
CFR 141.4975.13, 26 CFR 53.4941(e)-1(b) is
controlling with respect to the inter-
pretation of the term ‘“‘amount in-
volved” under section 4975 of the Code.
Accordingly, the Department of Labor
will apply the principles set out at 26
CFR 53.4941(e)-1(b) in determining the
““amount involved’ in a transaction
subject to the civil penalty provided by
section 502(i) of the Act and this sec-
tion.

(c) Correction. Section 502(i) of ERISA
states that the term “‘correction’ shall
be defined in a manner that is con-
sistent with the definition of that term
under section 4975(f)(5) of the Code. As
provided in 26 CFR 141.4975-13, 26 CFR
53.4941(e)-1(c) is controlling with re-
spect to the interpretation of the term
‘“‘correction” for purposes of section
4975 of the Code. Accordingly, the De-
partment of Labor will apply the prin-
ciples set out in 26 CFR 53.4941(e)—(1)(c)
in interpreting the term ‘‘correction”
under section 502(i) of the Act and this
section.

(d) Correction period. (1) In general,
the ‘“‘correction period” begins on the
date the prohibited transaction occurs
and ends 90 days after a final agency
order with respect to such transaction.

(2) When a party in interest seeks ju-
dicial review within 90 days of a final
agency order in an ERISA section 502(i)
proceeding, the correction period will
end 90 days after the entry of a final
order in the judicial action.

(3) The following examples illustrate
the operation of this paragraph:

(i) A party in interest receives notice of
the Department’s intent to impose the sec-
tion 502(i) penalty and does not invoke the
ERISA section 502(i) prohibited transaction
penalty proceedings described in §2570.1 of
this chapter within 30 days of such notice. As
provided in §2570.5 of this chapter, the notice
of the intent to impose a penalty becomes a
final order after 30 days. Thus, the ‘“‘correc-
tion period’” ends 90 days after the expiration
of the 30 day period.

(ii) A party in interest contests a proposed
section 502(i) penalty, but does not appeal an
adverse decision of the administrative law
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judge in the proceeding. As provided in
§2570.10(a) of this chapter, the decision of the
administrative law judge becomes a final
order of the Department unless the decision
is appealed within 20 days after the date of
such order. Thus, the correction period ends
90 days after the expiration of such 20 day pe-
riod.

(iii) The Secretary of Labor issues to a
party in interest a decision upholding an ad-
ministrative law judge’s adverse decision. As
provided in §2570.12(b) of this chapter, the de-
cision of the Secretary becomes a final order
of the Department immediately. Thus, the
correction period will end 90 days after the
issuance of the Secretary’s order unless the
party in interest judicially contests the
order within that 90 day period. If the party
in interest so contests the order, the correc-
tion period will end 90 days after the entry of
a final order in the judicial action.

(e) Computation of the section 502(i)
penalty. (1) In general, the civil penalty
under section 502(i) is determined by
applying the applicable percentage
(five percent or one hundred percent)
to the aggregate amount involved in
the transaction. However, a continuing
prohibited transaction, such as a lease
or a loan, is treated as giving rise to a
separate event subject to the sanction
for each year (as measured from the
anniversary date of the transaction) in
which the transaction occurs.

(2) The following examples illustrate
the computation of the section 502(i)
penalty:

(i) An employee benefit plan purchases
property from a party in interest at a price
of $10,000. The fair market value of the prop-
erty is $5,000. The “amount involved” in that
transaction, as determined under 26 CFR
53.4941(e)-1(b), is $10,000 (the greater of the
amount paid by the plan or the fair market
value of the property). The initial five per-
cent penalty under section 502(i) is $500 (five
percent of $10,000).

(ii) An employee benefit plan executes a
four year lease with a party in interest at an
annual rental of $10,000 (which is the fair
rental value of the property). The amount in-
volved in each year of that transaction, as
determined under 26 CFR 53.4941(e)-1(b), is
$10,000. The amount of the initial sanction
under ERISA section 502(i) would be a total
of $5,000: $2,000 ($10,000 x 5% x 4 with respect
to the rentals paid in the first year of the
lease); $1,500 ($10,000 x 5% x 3 with respect to
the second year); $1,000 ($10,000 x 5% x 2 with
respect to the third year); $500 ($10,000 x 5%
x 1 with respect to the fourth year).

(f) Cross reference. See §§2570.1—
2570.12 of this chapter for procedural

29 CFR Ch. XXV (7-1-99 Edition)

rules relating to section 502(i) penalty
proceedings.

[53 FR 37476, Sept. 26, 1988]

§2560.503-1 Claims procedure.

(a) Scope and purpose. (1) This section
sets out certain minimum require-
ments for employee benefit plan proce-
dures pertaining to claims by partici-
pants and beneficiaries (claimants) for
plan benefits, consideration of such
claims, and review of claim denials,
hereinafter referred to in the aggregate
as ‘“‘claims procedures.”” Except as oth-
erwise noted, these requirements apply
to every employee benefit plan de-
scribed in section 4(a) and not exempt-
ed under section 4(b) of the Employee
Retirement Income Security Act of
1974 (the Act).

(b) Obligation to establish a reasonable
claims procedure. Every employee ben-
efit plan shall establish and maintain
reasonable claims procedures.

(1) A claims procedure will be deemed
to be reasonable only if it:

(i) Complies with the provisions of
paragraphs (d) through (h) of this sec-
tion, except to the extent that it is
deemed to comply with some or all of
such provisions under the authority of
paragraph (b)(2) or paragraph (j) of this
section.

(ii) Is described in the summary plan
description, as required by §2520.102-3,

(iii) Does not contain any provision,
and is not administered in a way,
which unduly inhibits or hampers the
initiation or processing of plan claims,
and

(iv) Provides for informing partici-
pants in writing, in a timely fashion, of
the time limits set forth in paragraphs
(©)(3) and (9)(3) and paragraph (h) of
this section.

(2) In the case of a plan established
and maintained pursuant to a collec-
tive bargaining agreement (other than
a plan subject to the provisions of sec-
tion 302(c)(5) of the Labor Management
Relations Act, 1947 concerning joint
representation on the board of trust-
ees):

(i) Such plan will be deemed to com-
ply with the provisions of paragraphs
(d) through (h) of this section if the
collective bargaining agreement pursu-
ant to which the plan is established or
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maintained sets forth or incorporates
by specific reference.

(A) Provisions concerning the filing
of benefit claims and the initial dis-
position of benefit claims, and

(B) A grievance and arbitration pro-
cedure to which denied claims are sub-
ject.

(i) Such plan will be deemed to com-
ply with the provisions of paragraphs
(g) and (h) of this section (but will not
be deemed to comply with paragraphs
(d) through (f)) if the collective bar-
gaining agreement pursuant to which
the plan is established or maintained
sets forth or incorporates by specific
reference a grievance and arbitration
procedure to which denied claims are
subject (but not provisions concerning
the final and initial disposition of ben-
efit claims).

(c) Claims procedure for an insured wel-
fare or pension plan. (1) To the extent
that benefits under an employee ben-
efit plan are provided or administered
by an insurance company, insurance
service, or other similar organization
which is subject to regulation under
the insurance laws of one or more
States, the claims procedure per-
taining to such benefits may provide
for filing of a claim for benefits with
and notice of decision by such com-
pany, service or organization.

(2) See paragraph (g) regarding re-
view and final decision on denied
claims by insurance companies, insur-
ance services and similar organiza-
tions.

(d) Filing of a claim for benefits. For
purposes of this section, a claim is a re-
quest for a plan benefit by a partici-
pant or beneficiary. A claim is filed
when the requirements of a reasonable
claim filing procedure of a plan have
been met. If a reasonable procedure for
filing claims has not been established
by the plan, a claim shall be deemed
filed when a written or oral commu-
nication is made by the claimant or
the claimant’s authorized representa-
tive which is reasonably calculated to
bring the claim to the attention of:

(1) In the case of a single employer
plan, either the organizational unit
which has customarily handled em-
ployee benefits matters of the em-
ployer, or any officer of the employer.

§2560.503-1

(2) In the case of a plan to which
more than one unaffiliated employer
contributes, or which is established or
maintained by an employee organiza-
tion, either the joint board, associa-
tion, committee or other similar group
(or any member of any such group) ad-
ministering the plan, or the person or
organizational unit to which claims for
benefits under the plan customarily
have been referred.

(3) In the case of a plan the benefits
of which are provided or administered
by an insurance company, insurance
service, or other similar organization,
which is subject to regulation under
the insurance laws of one or more
States, the person or organizational
unit which handles claims for benefits
under the plan or any officer of the in-
surance company, insurance service, or
similar organization.

(4) For purposes of paragraphs (d)(1),
(2), and (3) of this section, a commu-
nication shall be deemed to have been
brought to the attention of an organi-
zational unit if it is received by any
person employed in such unit.

(e) Notification to claimant of decision.
(1) If a claim is wholly or partially de-
nied, notice of the decision, meeting
the requirements of paragraph (f) of
this section, shall be furnished to the
claimant within a reasonable period of
time after receipt of the claim by the
plan.

(2) If notice of the denial of a claim is
not furnished in accordance with para-
graph (e)(1) of this section within a rea-
sonable period of time, the claim shall
be deemed denied and the claimant
shall be permitted to proceed to the re-
view stage described in paragraph (g) of
this section.

(3) For purposes of paragraphs (e)(1)
and (2), of this section, a period of time
will be deemed to be unreasonable if it
exceeds 90 days after receipt of the
claim by the plan, unless special cir-
cumstances require an extension of
time for processing the claim. If such
an extension of time for processing is
required, written notice of the exten-
sion shall be furnished to the claimant
prior to the termination of the inital
90-day period. In no event shall such
extension exceed a period of 90 days
from the end of such initial period. The

481



§2560.503-1

extension notice shall indicate the spe-
cial circumstances requiring an exten-
sion of time and the date by which the
plan expects to render the final deci-
sion.

(f) Content of notice. A plan adminis-
trator or, if paragraph (c) of this sec-
tion is applicable, the insurance com-
pany, insurance service, or other simi-
lar organization, shall provide to every
claimant who is denied a claim for ben-
efits written notice setting forth in a
manner calculated to be understood by
the claimant:

(1) The specific reason or reasons for
the denial,

(2) Specific reference to pertinent
plan provisions on which the denial is
based;

(3) A description of any additional
material or information necessary for
the claimant to perfect the claim and
an explanation of why such material or
information is necessary; and

(4) Appropriate information as to the
steps to be taken if the participant or
beneficiary wishes to submit his or her
claim for review.

(g) Review procedure. (1) Every plan
shall establish and maintain a proce-
dure by which a claimant or his duly
authorized representative has a reason-
able opportunity to appeal a denied
claim to an appropriate named fidu-
ciary or to a person designated by such
fiduciary, and under which a full and
fair review of the claim and its denial
may be obtained. Every such procedure
shall include but not be limited to pro-
visions that a claimant or his duly au-
thorized representative may:

(i) Request a review upon written ap-
plication to the plan;

(ii) Review pertinent documents; and

(iii) Submit issues and comments in
writing.

(2) To the extent that benefits under
an employee benefit plan are provided
or administered by an insurance com-
pany, insurance service, or other simi-
lar organization which is subject to
regulation under the insurance laws of
one or more States, the claims proce-
dure pertaining to such benefits may
provide for review of and decision upon
denied claims by such company, serv-
ice or organization. In such case, that
company, service, or organization shall
be the ‘“‘appropriate named fiduciary”’

29 CFR Ch. XXV (7-1-99 Edition)

for purposes of this section. In all other
cases, the ‘“‘appropriate named fidu-
ciary’ for purposes of this section may
be the plan administrator or any other
person designated by the plan, provided
that such plan administrator or other
person is either named in the plan in-
strument or is identified pursuant to a
procedure set forth in the plan as the
person who reviews and makes deci-
sions on claim denials.

(3) A plan may establish a limited pe-
riod within which a claimant must file
any request for review of a denied
claim. Such time limits must be rea-
sonable and related to the nature of
the benefit which is the subject of the
claim and to other attendant cir-
cumstances. In no event may such a pe-
riod expire less than 60 days after re-
ceipt by the claimant of written notifi-
cation of denial of a claim.

(h) Decision on review. (1)(i) A decision
by an appropriate named fiduciary
shall be made promptly, and shall not
ordinarily be made later than 60 days
after the plan’s receipt of a request for
review, unless special circumstances
(such as the need to hold a hearing, if
the plan procedure provides for a hear-
ing) require an extension of time for
processing, in which case a decision
shall be rendered as soon as possible,
but not later than 120 days after re-
ceipt of a request for review.

(ii) In the case of a plan with a com-
mittee or board of trustees designated
as the appropriate named fiduciary,
which holds regularly scheduled meet-
ings at least quarterly, a decision on
review shall be made by no later than
the date of the meeting of the com-
mittee or board which immediately fol-
lows the plan’s receipt of a request for
review, unless the request for review is
filed within 30 days preceding the date
of such meeting. In such case, a deci-
sion may be made by no later than the
date of the second meeting following
the plan’s receipt of the request for re-
view. If special circumstances (such as
the need to hold a hearing, if the plan
procedure provides for a hearing) re-
quire a further extension of time for
processing, a decision shall be rendered
not later than the third meeting of the
committee or board following the
plan’s receipt of the request for review.
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(2) If such an extension of time for re-
view is required because of special cir-
cumstances, written notice of the ex-
tension shall be furnished to the claim-
ant prior to the commencement of the
extension.

(3) The decision on review shall be in
writing and shall include specific rea-
sons for the decision, written in a man-
ner calculated to be understood by the
claimant, as well as specific references
to the pertinent plan provisions on
which the decision is based.

(4) The decision on review shall be
furnished to the claimant within the
appropriate time described in para-
graph (h)(1) of this section. If the deci-
sion on review is not furnished within
such time, the claim shall be deemed
denied on review.

(i) Apprenticeship plans. This section
does not apply to employee benefit
plans which provide solely apprentice-
ship training benefits.

(J) Qualified health maintenance orga-
nizations. Claims procedures with re-
spect to any benefits provided through
membership in a qualified health main-
tenance organization, as defined in sec-
tion 1310(d) of the Public Health Serv-
ice Act, as amended, 42 U.S.C. 300e-9(d),
shall be deemed to satisfy the require-
ments of this section with respect to
the provision of such benefits to per-
sons who are members of such qualified
health maintenance organization, pro-
vided those procedures meet the re-
quirements of section 1301 of the Public
Health Service Act, as amended 42
U.S.C. 300e and the regulations there-
under.

(Approved by the Office of Management and
Budget under control number 1210-0053)

[42 FR 27426, May 27, 1977, as amended at 46
FR 5884, Jan. 21, 1981; 49 FR 18295, Apr. 30,
1984]
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of exemption applica-

Subpart C—Procedures for the Assessment
of Civil Penalties Under ERISA Section
502(c)(2)

2570.60 Scope of rules.

2570.61 Definitions.

2570.62 Service: Copies of documents and
pleadings.

2570.63 Parties, how designated.

2570.64 Consequences of default.

2570.65 Consent order or settlement.

2570.66 Scope of discovery.

2570.67 Summary decision.
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